Abstract
The geographic and demographic context
Victoria is the second most populous state in Australia, second only to New South Wales. Melbourne, the capital of Victoria, is the second largest city in Australia and boasts a cultural diversity unparalleled in any other Australian capital with almost 45 per cent of residents being born overseas or having a parent born overseas. Twenty per cent of Victorians come from countries where English is not the primary language.
Victoria is the smallest mainland state (227,420 km 2 ) constituting 2.96 per cent of the national landmass (Australian Bureau of Statistics 2000a). The estimated population at June 1999 was 4.71 million people, approximately one quarter of the Australian population, making Victoria the most densely populated of the states. The Victorian population grew at a rate of 1.2 per cent in the year to June 1999, compared with 0.6 per cent per year over the previous three years. The total population of Victoria is predicted to grow to between 5.01 and 5.46 million by 2021 and between 4.69 and 5.88 million people by 2051 (Australian Bureau of Statistics 2001). As at June 1998, 3.37 million (72 per cent) Victorians were living in Melbourne with 1.34 million living outside the metropolitan area. By 2051, there could be as few as 1.05 million Victorians living outside the metropolitan area.
The median age of the Victorian population was 35.1 years at 30 June 1999 compared with 34.9 years for the Australian population. Improved longevity and the aging of the large number of children born in the decade following the end of World War II ensure that the median age of the Victorian population will continue to increase. Although the total population of Victoria is not expected to increase by more than 10 per cent before 2050, the number of people age 54 years and older is expected to increase by 66 per cent and 98 per cent by 2020 and 2050 respectively. This is eclipsed, however, by the projected nine and 21 fold increases in people age 85 years or older over the same periods.
There are no Statistical Local Areas of Victoria classified as remote using the Commonwealth Government's Accessibility/Remoteness Index of Australia (ARIA).
Age related hospital utilisation
Hospital utilisation is highest in the first few years of life, including birth and in the decade prior to death. The rate of Victorian Public Hospital separations and bed day utilisation by age is included in Table 1 . Of interest is the high rate of birth related utilisation in children <1 year of age. There is also an increased separation rate for women age 25-34 years that may also be related to childbearing. Both separation and patient bed day utilisation rates increase with age from 5 years onward with the exception of women age 25-34 years. 
Administrative structures governing Victorian hospitals
The statutory framework for the provision of Victorian health services is enshrined in the Health Services Act 1988. The legislative basis for Melbourne public hospitals is different to that applying in rural and regional Victoria. Public hospitals in Melbourne are governed by 12 Metropolitan Health Services that commenced on 1 July 2000 replacing the previous "networks". Metropolitan Health Services are incorporated under section 40A of the Health Services Act with boards of management consisting of six to nine members appointed by the Governor in Council on the recommendation of the Minister for Health.
Most Metropolitan Health Services have no governing or managerial control over Community Health Centres. The latter are separately constituted entities under the Health Services Act. Consequently, there is little vertical integration of public community and acute health service provision, (the exceptions are Peninsula and Southern Health). This is in contrast to the majority of publicly funded health services in rural Victoria that are generally vertically integrated. Public Hospitals in rural and regional Victoria are incorporated under Section 31 of the Health Services Act with boards consisting of six to twelve people appointed by the Governor in Council.
The private hospital sector
Private hospitals are regulated by the Victorian Department of Human Services under Part 4 of the Health Services Act 1988. Registration criteria include the suitability of the proprietor, directors, buildings, bed numbers, prescribed health services that can be conducted, the number of beds associated with each of the prescribed health services and the keeping of medical records.
There is no cap on the number of beds in private hospitals. DHS has a regional structure which complements the role of the central divisional structure. There are four metropolitan regions (Eastern, Northern, Southern, Western)) and five rural regions (Barwon South Western, Gippsland, Grampians, Loddon Mallee, Hume). Acute health services in metropolitan Melbourne relate directly to the Acute Health Division. Rural and regional services relate via their regional office. Regional Directors of DHS report to the Secretary via the Divisional Directors.
State program budget structure
The 2000/01 budget for DHS is $7,253.4 million including $66.3 million of intra-governmental payments (payments to Transport Authorities, Youth Sport and Recreation and Payroll Tax) of which $3,621.9 million (50.4 per cent) is allocated to acute services (Department of Treasury and Finance 2000). Public hospitals in Victoria are funded primarily from the State and Commonwealth Government. Health insurance funds, third party payers (eg Transport Accident Commission), and payments from individuals make up only 10.1 per cent of total public hospital funding. (Table 3) . 
Hospital provision and performance
In 1998/99 there where 140 acute non-psychiatric public hospitals and 136 private hospitals including 41 day procedure centres in Victoria (Australian Institute of Health and Welfare 1999). Forty-eight of the 140 acute public hospitals were located in metropolitan centres and five of these were denominational hospitals. Together these hospitals provided services for more than 70 per cent of the Victorian population. In addition, a privately built and operated rural hospital provided public hospital services in Mildura. There are two Victorian hospitals in locations that are considered to be remote according to the Victorian definition of being more than 60km from a category "B" or large category "C" hospital (Table 4) . 
Beds
In 1998/99 there were 17,999 beds available in Victorian acute non-psychiatric hospitals 607 (3.4 per cent) beds less than for 1997-98. Two thirds (11,638) of these beds were in public hospitals, one third (6,357) were in private hospitals with less than one per cent (256) in private day procedure centres. The average size of acute hospitals in Victoria in 1999/2000 was 80 beds, with public hospitals being somewhat larger on average (85 beds) than private hospitals (72 beds, average not including day procedure centres).
Over 5M bed days were provided in 1998/99 (Table 5 ). Public hospital beds provided 69 per cent of total bed days at an unadjusted occupancy rate of 87 per cent while the occupancy rate for private hospitals was 70 per cent. There were more available beds per person in rural areas than in metropolitan centres (3.2 versus 2.3 beds/1 000 persons) (Australian Institute of Health and Welfare 2000) 
Separations
Sixty six per cent of Victorian separations took place in public hospitals ( The average length of stay (ALOS) in public acute care hospitals is 3.8 days per separation, 6.5 days per separation if same-day separations are excluded. The ALOS for patients attending all Victorian hospitals, grouped by hospital type, is shown in Table 7 . Services (1996) The relative average length of stay for all Diagnosis Related Groups (DRGs) grouped by major diagnostic category is summarised in Table 8 . The standardised length of stay ratio (SLR) is the index of the average length of stay for patients in a MDC in either public or private hospitals against the overall average e.g. a private SLR of 1.01 for diseases and disorders of the nervous system indicates that patients in that MDC in private hospitals stay one per cent longer than the state average. Of interest is the average length of stay for the Pregnancy, childbirth and puerperium MDC which is significantly shorter in public hospitals than in private hospitals (P <0.0001). This was not the case for any of the other major diagnostic categories (p >0.01). The ALOS for specific Diagnosis Related Groups (DRGs) was compared for 1998/99 separations where there were at least ten separations in both private and public hospitals. The ALOS is significantly shorter for public hospitals separations for obstetric (p <0.0001) and non-obstetric medical (p = 0.049) separations than for private hospital separations (2-sided t-test). The length of stay for patients undergoing non-obstetric surgical procedures is significantly shorter for separations sustained in private hospitals (p=0.028). However, there appear to be coding anomalies in the surgical separations that influence the comparison of ALOS. Specifically, allogenic bone marrow transplants are only permitted to be performed at three major public hospitals (ALOS = 35.5 days). However, eleven BMT separations were recorded for private hospitals (ALOS = nine days). These separations may include transfers and radiotherapy or other related procedures. When allogenic bone marrow transplants are excluded from the analysis there remains a significant difference between non-obstetric surgical separations in the two sectors (p = 0.047).
Acute breakdown -medical, surgical, obstetrics
Non-obstetric medical procedures accounted for 66 per cent of all separations and 68 per cent of bed days (Table  8 ). Seven per cent of all separations were obstetric of which almost half (43 per cent) involved vaginal delivery. 
Utilisation
Private patients accounted for 7.1 per cent of the separations and 6.9 per cent of the bed days provided by Victorian public hospitals in 1998-9 excluding separations and bed days funded by DVA, TAC and VWA (Table  10 ). This contrasts sharply with the 2.1 per cent of public hospital funding provided by health insurance payments and the 1.9 per cent from individuals (Table 3) . The discrepancy between the proportion of separations/ bed days utilised and the proportion of funding reflects the implicit subsidy to fees charged for private patients accommodated in public hospitals (Duckett and Hunter 1999; Canil 2001) . 
Private patient load in public hospitals
Although 7 per cent of public hospital separations accommodated privately funded patients, this does not indicate the number of separations involving patients with private hospital insurance coverage who utilise public hospital services. Public patients accounted for 3,192 private hospital separations and 4,974 bed days in 1998/99. The majority of these separations were either in bush nursing hospitals prior to transfer to rural hospitals or critical care beds purchased by the DHS to deal with a temporary demand that could not be managed by public hospital critical care units.
Sub-acute and non-acute care
Rehabilitation services are provided through 17 specialised facilities of 20 beds or more as well as a number of smaller facilities. The current Victorian benchmarks for services are 3.0 rehabilitation beds, 1.5 places in metropolitan Community Rehabilitation Clinics (CRCs), and 3.5 places in rural CRCs for each 1,000 people age >70 years. CRCs provide day treatment for people undergoing rehabilitation. Victoria has 37 CRCs, 25 outside metropolitan Melbourne providing an estimated 122,229 treatment day equivalents during the 2000/01 year. There are also 22 sub-acute specialist clinics in Victoria including fifteen continence clinics, five falls clinics and two pain management clinics. Table 11 shows the number of sub-acute and non-acute bed days available for 1999/2000.
The Aged, Community Care and Mental Health Division (ACMH) purchases palliative care services. While 53,300 bed days were available in palliative care facilities in 1998/99, only 48,193 palliative bed days were utilised. The number of palliative care bed days available for 1999/2000 has increased considerably (Table 11) . 
Public hospital funding arrangements
Since 1 July 1993, Victorian public hospitals have been funded based on their casemix. Although casemix funding was initially limited to inpatient services, it has subsequently been extended to include non-inpatient and sub-acute patient services. The funding formula is updated annually and published in Victoria-Public Hospitals Policy and Funding Guidelines . Total expenditure on acute public hospitals in 2000/01 amounted to $3.6b, with 76 per cent of this for inpatient services (see Figure 2 ). • discrimination between peritoneal (VIC-DRG4: L61Y) and Haemodialysis (VIC-DRG4: L61Z); • regrouping of the principal diagnoses in non-same day cases involving radiotherapy for malignancy to attract the increased costs associated with radiotherapy; • the separation of Allogenic (VIC-DRG4 A04A) and other, mainly autologous, bone marrow transplants (VIC-DRG4 A04B).
When first introduced, inpatient casemix funding in Victoria was based on a fixed and variable model (Duckett 1995) . However, as of 2000/01, casemix payments are presented as a single payment rate with allowances for rural areas and differential claw-backs for different levels of under performance.
The payment unit is the Weighted Inlier Equivalent Separation (WIES). The WIES value for a separation is derived by converting each separation into an "inlier equivalent" and multiplying that by a cost weight. Most separations are classed as inliers (i.e. their length of stay falls between lower and upper trim points). Separations that are outliers (i.e. their length of stay falls outside the lower and upper trim points) are converted into inlier equivalents (see outlier section).
The cost weights and length of stay trim points are updated annually which, in turn, alters the WIES value for a given length of stay in a particular DRG. The WIES version used for payments in 2000/01 is WIES8.
Outliers
Even though the development process for DRGs is designed to minimise within DRG variation in resource use, including length of stay, some variation in length of stay is expected with any particular DRG due to unexpected complications or other factors not necessarily related to the procedure. Casemix funding systems are designed to place incentives on hospitals to manage the care of "normal" patients. The funding system typically provides adjustments for "abnormal" cases. In the Victorian funding system "abnormal" cases are defined by variations in length of stay with additional payment for cases with exceptionally long lengths of stay and reduced payment for cases with a very short stay. Generally, Victoria adopts a "L3H3" policy for determining abnormal lengths of stay: inlier cases are those with a length of stay within "trim points" set as one third (low trim point) and three times (high trim point) the average length of stay for the DRG. Cases with lengths of stay below or above the trim points are termed low or high stay outliers respectively.
The additional payment per diem for high outliers in any particular DRG is based on the WIES8 cost weight, excluding the costs associated with operating theatres and prostheses. An outlier is converted to an 'inlier equivalent' by adding a per diem payment for high outlier days (i.e. days of stay above the high boundary point) to the inlier payment. The per diem payment is generally set as a discounted payment on the average per diem payment for an outlier. For most patients (patients with mechanical ventilation and certain other high cost patients are exceptions), the additional payment to convert to an inlier equivalent is equal to the number of days above the high boundary point divided by the inlier average length of stay all multiplied by the discount factor. The discount is 0.8 for medical cases and 0.7 for surgical cases. These corrections compensate for the less intensive treatment anticipated in the latter stages of an admission, particularly for surgical separations. Specialist separations where the intensity of treatment is constant do not attract this adjustment. A final adjustment for high outlier weight payments may be made to distinguish rural and urban hospitals. The adjustment currently limits the range of additional per diem payments to between $213 and $810 per day.
The payment for low stay outliers varies by DRG. For some DRGs designated 'same day DRGs', same day low outliers are paid according to a "same day weight" (based on estimated costs for same day cases, not a formula related to the inlier weight), and other low outlier cases are paid according to the low outlier per diem weight described above. For other DRGs, if the low boundary point is one day, a same day low stay outlier is paid half of the multi-day inlier weight. If the low boundary point is more than one day, the low stay per diem payment is half of the multi-day inlier weight divided by the low boundary point.
Weight setting
Cost weights are set on an annual basis using a range of up to twenty hospitals that are able to provide patient level cost data from clinical costing systems (see Jackson 2001) . Data for a financial year (year 0) are compiled and analysed over the subsequent six-nine month period (year 1) and used for relative weights for funding policy applying in the following year (year 2) This process results in an inherent lag of around two years between the cost patterns of treated patients being used for payment purposes. This may lead to anomalies where there is rapid technological change. The contract to conduct the cost weight study is tendered annually. Cost relativities arising from the data analysis may be adjusted by casemix panels from relevant clinical services areas.
Capping
Hospital inpatient funding is capped by setting WIES targets. Each hospital is allocated a quantum of WIES known as Target A (Table 13 ). The hospital receives full funding for inpatient activity up to the level of Target A and funding at the marginal rate up to WIES Target B (Table 13 ). Target B has been introduced in recognition of the difficulty experienced by hospitals in precisely predicting the number and type of separations that will be provided in any given period. Target B is set at five per cent of the total WIES allocation for metropolitan hospitals and three per cent for rural hospitals.
DVA patients are not included in the WIES8 targets for hospitals and health services. Hence, payments for these patients are effectively uncapped. DVA funded separations attract a premium of approximately $50 more than the payment for Target A WIES8 separations. The premium price paid by DVA for public hospital services and the uncapped nature of the number of services provided has made DVA patients an attractive option for health service revenue raising. Target A payments vary for different hospitals with smaller hospitals attracting a higher base rate implicitly recognising economies of scale, albeit at a very low level. The payment rate for smaller rural hospitals only exceeds the payment to equivalent larger rural hospitals by about 1.5 per cent. WIES8 payments for private patients in public hospitals are between $408 and $411 below that for public patients (Table 14) . The adjustment accounts for private patient payments made by individuals and Medicare for medical, pathology and radiology services that would otherwise be funded by the state through WIES8 payments. 
Recall adjustment for under performance
Hospitals are expected to achieve their Target A activity level and are funded for that level. Because hospital funding structures involve a significant level of fixed cost, the financial consequences of failure to achieve Target A levels have been mitigated. Where hospitals and health services fail to meet WIES Target A, monies are recalled at a reduced rate up to five per cent below the target after which monies are recalled at the standard Target A rate (Table 15) The number of day procedures has increased significantly due to improvements in efficiency and technology whereby previously admitted patients can now be treated as day cases. However, there has also been a marked increase in the number of day cases over and above this efficiency increase. The number of day case separations has consequently been capped at 6.5 per cent of Target A separations, as an aggregate for Metropolitan Health Services or as a direct proportion for rural hospitals. DRGs that contribute to the 6.5 per cent cap exclude separations associated with chemotherapy, radiotherapy and other oncological treatments, male sterilisation, transfers and deaths (Department of Human Services 2000a)
Comparison of payment level of two representative DRGs (vaginal delivery and appendicectomy)
Vaginal delivery without complications and appendicectomy without complications are two procedures with similar ALOS and L3H3 boundaries (Table 16 ). Although cost weights are primarily determined by length of stay, there is a difference of more than $500 between the WIES8 payment for these two procedures. The increased cost of operating theatres over delivery suites, the increased cost of caring for a post appendicectomy patient in comparison with a new mother or increased pharmacy costs associated with appendicectomy are possible explanations for the substantial difference in payment. 
Inpatient funding adjustments
A rural/isolated payment for each WIES8 is made in addition to the rural adjustment included within the higher WIES8 payment made to non-metropolitan hospitals. This additional payment aims to compensate for the additional costs incurred for inter-hospital ambulance transfers to metropolitan hospitals. The payment of $15 for rural hospitals and $36 for isolated hospitals is added to all non-metropolitan WIES8 payments.
Patients who require critical care services may attract an additional mechanical ventilation payment at a per diem rate. The payment is not included for cases where mechanical ventilation is a routine component of care (i.e. included in the DRG definition) and is only paid for separations involving more than 36 hours of ventilation in a recognised intensive care unit. The current payment is set at 0.7729 WIES8 (around $1,731) per diem.
An adjustment of 10 per cent is added to the WIES8 payment for separations involving Aboriginal and Torres Strait Islander patients reflecting increased costs associated with the inpatient treatment of Aboriginal peoples (Department of Health and Family Services 1997; Nichol et al. 1999) New technology enables the treatment of many conditions for which treatment was not previously available. Although the costs of new technology are incorporated into cost weights, compensation is required for clinical services which adopt new technology and practices during the period (usually two years) prior to their incorporation into cost weights. The New Technology/Clinical Practice Program provides $13.5 million for interim funding prior to the incorporation of new techniques into cost weights. This is distributed annually as grants of at least $20,000 for individual projects. 
DRG coding audits

Non-admitted patient funding
Outpatients
Funding of specialist outpatient services for non-admitted patients in metropolitan hospitals, Ballarat Heath Services and the Bendigo Health Care Group is through the Victorian Ambulatory Classification System (VACS). Outpatient services in other hospitals are funded on a negotiated or historical basis.
The VACS has fixed and variable components. The fixed component is a base grant to assist with provision of the service as well as teaching and training which is acknowledged as an intrinsic function of outpatient services. Base grants for service provision were previously based on 13 per cent of the historical outpatient funding allocation. In 2000/01 base grants range from $0.8M to $5.4M. The VACS Teaching Grant is set at 8 per cent of the outpatients budget for "Group A" hospitals and 4 per cent for "Group B" hospitals providing $0.25M to $3.4M for individual health services.
The number of specialist consultations (encounters) in outpatient and emergency departments determines the variable component of VACS funding (Department of Human Services 1998) The VACS system is based on weights for 45 clinical specialty groupings (or clinics) rather than assigning weights based on individual diagnoses or procedures. Weights are adjusted following the annual cost weight studies using a three year rolling mean to calculate the cost weight for any given year. VACS weights range from 0.522 for an orthopaedic application encounter to 2.095 for a neurological disability encounter with general surgical and general medical encounter cost weights being 0.986 and 1.104 respectively. Costs for all pathology, radiology and pharmacy services that are provided by the hospital in a 30 day window before or after the encounter are bundled into the VACS encounter payment. A payment of $114 is made for each VACS weighted encounter within the 45 VACS groups. An unweighted payment of $42 is provided for each occasion of allied health professional service VACS expenditure is limited through a cap on the number and type of clinics that can be conducted by a health service or hospital. A clinical panel has been established to monitor VACS. In addition to reviewing weights, the panel assigns clinics to VACS categories avoiding hospital-specific idiosyncratic naming policies (Jackson and Sevil 1997) . Clinic schedules for each provider are established annually by the VACS Clinical Panel who must be informed of any changes in clinic schedules. Hence, new clinics established in response to need do not attract funding unless the clinical panel approves them.
The number of outpatient encounters for each health service is capped by the number of VACS weighted encounters that will be funded (Table 17) . The health service, rather than the Department of Human Services, has control over the number of encounters allocated to each discipline. 
Emergency
Funding for hospital emergency services follows recommendations of a 1997 review that reported to the DHS that significant cost drivers for hospital emergency services included availability costs (such as wages for the provision of a 24 hour service, capital and equipment costs) as well as variable costs associated with each patient treated (Duckett and Jackson 2001) . Emergency department utilisation is dependent on an unpredictable demand that is beyond the control of the health service yet is required to be available 24 hours per day. The funding system for hospital emergency services thus includes a significant fixed grant determined by categorising the departments and linking each category to a funding level (Table 18) . In addition to the fixed payment, hospitals attract funding for hospital emergency services through the ordinary DRG payment for hospital inpatient care.
Funding for sub-acute and non-acute care
Sub-acute and non-acute care facilities provide, geriatric evaluation and nursing home type services, as well as inpatient and outpatient rehabilitation services. Inpatient rehabilitation services are funded under separate programs for larger (20 hours or more) and smaller units. A single rehabilitation centre may have units funded in both streams.
Designated inpatient rehabilitation services with 20 beds or more are funded using a cost-weight system under "VicRehab". Separations as level 1 involve rehabilitation immediately following the initial acute management of spinal cord injury, head injury, and amputation. All other separations are funded at level 2 using Casemix Rehabilitation and Funding Tree (CRAFT) weights with a weighted unit being notionally funded at $8,885 for 2000/01. Inlier weights range from 0.4055 to 1.7822 and are generally proportional to the ALOS (Table 19 ). Inpatient rehabilitation facilities with less than 20 beds, geriatric evaluation and respite services are funded at a two tiered per diem rate with a cap for non-DVA separations (Table 20) . The level one rate is only applicable to separations where rehabilitation immediately follows the initial acute management of spinal cord injury, head injury or amputation. All other separations are funded at the level two bed day rate. Community Rehabilitation Centres (non-inpatient services) have been allocated $26.2 million funding for 2000/01. Agencies are funded for treatment day equivalents in three categories that depend on the intensity and complexity of treatment provided. Treatment day costs range between $135 and $363. Sub-acute specialist clinics providing falls and pain management treatment are block funded while the continence clinics receive $500 per patient irrespective of the number or type of treatments.
Post-acute care
The Post-Acute Care (PAC) Program provides a service after discharge to assist in transition from acute to community care for non-psychiatric public hospital patients. Patients are assessed using a "risk screening tool" that attempts to identify people who may require additional help on discharge to facilitate their successful discharge. The PAC program provides community care services that may be required by the patient upon returning home post-acute care. Some of the services that are provided include home nursing, personal care, childcare, allied health services and home help. The PAC Program aims to provide additional services that may be required on the short term rather than substitute for existing services that may be required long-term. The program has a budget of $13.5 million that is jointly funded by the Aged, Community and Mental Health and the Acute Health Divisions.
Hospital-in-the-home
Patients receiving the equivalent of hospital inpatient services in a home or residential care setting (such as a nursing home) can be classed as admitted patients under the Hospital in the Home (HITH) program. These patients receive WIES payments as other inpatients and count toward WIES targets.
There are also special HITH supplementary payments to encourage this development and support the management infrastructure for HITH ($2.75M in 2000/01) . This funding is divided in proportion to the number of non-same day inpatient days (excluding chemotherapy) provided by a health service or hospital in 1999/2000. Incentives totaling $1.25M are available for hospitals that provide a higher proportion of HITH treatment days, as a proportion of inpatient days, than the state averages (i.e. the proportion of HITH days that are substituted for inpatient days). A further $1 million is available for HITH providers to work collaboratively across service providers to improve the quality and accessibility of HITH.
Mental health services
The total Victorian mental health budget is estimated at $340M for 1999/2000 (Table 21 ) and involves an estimated 47,223 registered clients for whom there were 1,615,685 registered contacts. Victoria has adopted a policy whereby mental health has been incorporated into mainstream public health services and, where possible, de-institutionalised. There were 882 acute mental health beds available in 1999,of these, 73 were available in only two dedicated public psychiatric hospitals in Victoria (see Table 22 ) (Australian Institute of Health and Welfare 1999) The Department of Aged Care and Mental Health purchases acute and sub-acute mental health services on a per diem basis with the published rates set out in Table 23 . These rates may be varied by negotiation between the Department of Human Services (either the regional office or the central Mental Health Branch) and the hospital. Essentially, psychiatric inpatient facilities are funded on a 'beds available' basis, (e.g. a 25-bed unit will be funded 25 x 365 days x desired occupancy rate x per diem), with little regard for the mix of patients, and differences in treatment styles (e.g. differences in length of stay).
Specified grants
Specified Grants are provided for services that have a highly specialised function, are not easily funded on an inpatient or outpatient casemix basis and are provided at one or two locations (e.g. transplant, cochlear implant and genetic services). Specified grants provided up to $4.2M for individual Metropolitan Health Services in 1999/2000.
Purchasing arrangements with the private sector
There is now one privately operated hospital which contracts with the Department of Human Services to provide a range of public hospital inpatient services (Mildura Hospital). In addition, critical care services are purchased from a number of private hospitals when critical care beds in public hospitals are not available.
Non-admitted public hospital services provided by the private sector are usually limited to "not for profit" facilities funded under the Bush Nursing Hospital Program. Facilities provided include emergency stabilisation/urgent care to patients that attracts quarterly funding for activity based on the mean number of services provided over the previous three years. Each episode of emergency stabilisation attracts fifty dollars for up to the first six hours and fifteen dollars for each additional six hours thereafter. Emergency obstetric and inpatient services for eligible public patients attract payments under case-mix funding. Payments amounted to around $250,000 in 1999/2000.
Teaching and research
Postgraduate teaching
The training and development of health professionals is inextricably linked to the clinical care of patients. Postgraduate doctors, for example, require supervised clinical practice and concurrently provide a source of labour for health services and hospitals. In recognition of these ongoing education requirements, a Training and Development Grant is paid to assist with the funding of training positions within hospitals (Table 24) . Student midwives studying at tertiary institutions are required to undertake clinical experience during the course of their post-graduate education. This attracts supplementary funding of $3,000 per student for hospitals and health services that provide at least 50 days clinical experience during the academic year.
Post-graduate Nursing programs for many specialties are conducted within hospital settings. Courses include nursing studies in midwifery, intensive care, coronary care, emergency care, neonatal intensive care, paediatrics, peri-operative care, plastic surgery, neuroscience, ear/nose and throat, oncology, palliative care, infection control, rehabilitation and aged care amongst others. Most courses are conducted in collaboration with a university and hospitals where the postgraduate students work a minimum of 24 hours per week and a dedicated nurse educator is provided for the course. The programs are further supported by a $250 grant to compensate nurses employed at rural hospitals who are required to travel a 'significant distance' to other facilities for clinical experience.
The training and development grants also provide monies for acute public hospitals in recognition of the increased level of supervision required for allied health professionals in their first post-graduate year.
In addition to funding for designated training positions, the Training and Development Grant provides part funding for all first year allied health graduate positions ($14,428 to $24,701 per year). The grants also provide $42,328 for each clinical academic position.
Undergraduate teaching
Training and development grant payments are made to Victorian acute public hospitals to assist with the funding of undergraduate teaching within the institution for nursing and medical undergraduates. This is based as a proportion of the amount of other Training and Development Grants. For Allied Health, one million dollars was allocated in 2000-01 in proportion to the number of days undergraduates spent in hospitals during the previous year. The program specifically covers students undertaking degrees in: audiology, dietetics, health information management, orthoptics, occupational therapy, pharmacy, physiotherapy, podiatry, prosthetics, radiation science, social work and speech therapy. Universities providing these programs submit data on the distribution of student placements.
The Industry Based Work Program provides a subsidy under the training and development grants scheme for institutions employing undergraduate medical biophysics trainees and medical laboratory scientists. The grants are for $13,853 and $11,719 respectively.
Research and development
Waiting list times for elective admissions impact upon bonus funding for both Victorian hospitals and health services through the HAP. Of the $13M bonuses allocated to the program, half is divided between hospitals participating in the Elective Surgery Information System (ESIS) in proportion to their average WIES and the number of patients on their waiting list (Department of Human Services 2000a) and half is distributed at a reduced rate to the remaining hospitals in proportion to their elective 1999/2000 WIES7. Payments are not tied to targets for hospitals not participating in ESIS.
Twenty-four hospitals and healthcare groups participate in ESIS and are eligible for elective surgery bonus funding. Metropolitan Health Services are eligible for $11M with individual services being eligible for up to $1.8M. Rural hospitals are eligible for the remaining $2M. Indicators, targets and bonus reductions for elective surgery for 2000/01 are included in Table 25 . The main reduction liability is in category one elective patients where a wait of 30 days or more for five patients results in complete abrogation of the elective surgery bonus. Multiple elective surgery postponements are also an indicator, however a target and schedule for bonus reduction has not been set for 2000/01. The Hospital Access Program makes $3.5M available to the 13 metropolitan hospitals providing high level critical care services in proportion to the projected total WIES7 for 1999/2000. Bonuses are reduced by six per cent for every patient above the target proportion that is transferred because critical care is unavailable. Although the number of available critical care beds is being monitored as an indicator, it is not linked to a bonus reduction.
The Hospital Access Program makes $13M available in bonuses to 19 emergency departments. Bonus reductions apply when emergency departments service provision targets are not met (Table 26 ). The focus of bonus reductions is on immediate attention to Category 1 emergency patients. There are also significant disincentives for delay in attending to Category 2 patients or going on to ambulance bypass. Although there are targets for Category 4 and 5 patients of 60 per cent being seen "on-time" they are not linked to bonus reductions. Hospitals will be eligible for an accreditation bonus upon receipt of their accreditation operating report or update for 2000/01. Category A and B hospitals will receive $30,000 while all other acute public hospitals will receive $15,000 (Department of Human Services 2000a)
Conclusion
Victoria was the first Australian state to introduce casemix funding. That new funding approach has now been in place for eight financial years. Originally, casemix funding only applied to inpatients and incorporated fixed and variable payments and an Additional Throughput Pool to pay for additional activity. Casemix funding as it now applies has evolved substantially since first introduced in 1993. The fixed and variable basis of funding has been replaced by an integrated payment and more certainty has been introduced for volume increases through phasing-in arrangements of additional activity over the target volume. Casemix funding now applies across a range of areas including sub-acute and non-inpatient activity.
There has also been a significant increase in the number of small sub-programs each with specific funding on a submission, for example, quality enhancement grants, hospital-in-the-home grants, and so on. The more submission-driven funding is incorporated in the funding base of hospitals, the more the underlying principles of casemix funding are undermined.
The Victorian casemix funding arrangements are probably now the most elaborated of any in Australia and have shown that they are politically resilient, in the sense that casemix funding survived the change of government from the Kennett Liberal Government to the Bracks Labor Government. This resilience is in part because the casemix arrangements are technically sound and are well-accepted within the Victorian health system.
